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INTRODUCTION
Intangible assets, especially trademarks, can be extremely valuable and that often
such assets are far more significant than tangible assets (Murphy 23). Because of their
importance and because of the lack of precise guidelines to follow in valuing a trademark,
there is a major problem in the accounting profession on how to value this valuable asset.
The valuing of trademarks and other intangible assets is one of the most controversial
topics in accounting literature today. There is not any formal method or valuation process
to follow and generally accepted accounting principles only state guidelines to follow that
can lead to confusion. At the present time, many companies are valuing their trademarks
using many different methods.
The topic of valuing trademarks has been addressed in a number of articles and
books. The available research discusses what is generally accepted by the accounting
professionals, what problems there are in the accounting field, and what the current
practice is in valuing trademarks. No research, though, has given recommendations on
how to fix this very controversial topic. The purpose of this paper is to examine different
approaches to trademark valuation and to recommend a method of valuing trademarks.
The sections that follow will cover the following information: the background,
problems in the accounting field, authoritative guidance, current practice of companies,
and finally, my recommendation of how to value a trademark. The background will
discuss important definitions and will explain their importance. The section dealing with
problems in the accounting field will discuss the many problems accountants have in
valuing trademarks. The authoritative guidance section will look at what generally
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accepted guidelines or rules accountants should use and follow. The current practice
section will discuss, compare, and contrast the many methods that companies are using in
practice to value their trademarks. Finally, I will make a recommendation as to how to
value trademarks. I will also explain how the recommendation will affect companies and
their balance sheets.
BACKGROUND
Trademark
A trademark is a word, phrase, design, or symbol that distinguishes or identifies a
particular enterprise or product. A trademark may be a coined word with no meaning at
all (Kodak, Exxon, Dacron), an ordinary word that has no meaning in connection with the
product on which it is used (Camel, Arrow, Dial), a word whose meaning suggests some
quality or function of the product (Raid, Sure, Head and Shoulders), or a coined word
suggesting what the product is or does (Kleenex, Jell-O, Panasonic) (Diamond 5). It may
be a foreign word, whose English meaning mayor may not have significance for the
product (Lux, Oreo, Bon Ami). It may be the name of the owner or founder of the
company (Ford, Singer, Gillette), the name of some famous person selected arbitrarily
(Lincoln, Cadillac, Yale), or a name ITommythology or literature (Hercules, Ajax, Peter
Pan). It may just be initials (RCA, IBM, BVD); or just numerals (66,4711), or a
combination of both (V-8, A-I). It may be a pictorial mark, with or without explanatory
words (Four Roses, the McDonalds golden arches, Elsie the Cow). And, of course, these
do not exhaust the possibilities.
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A trademark helps the consumer to identify the source and help differentiate one
product ITomanother. Examples include Crest and Close-Up for toothpaste, Ivory, Lux,
and Dial for soap, and Dash, Cheer, and Bold for detergents.
Brand Name
Legally speaking, a brand name is just one variety of trademark. A more formal
definition is that a brand name is a product or service of a particular supplier which is
differentiated by its name. In most literature, the terms trademark and brand name are
used interchangeably. Brands are important and valuable because they provide a certainty
as to future cash flows. Brand names provide an assurance of quality and reliability and
allow a consumer to shop with confidence and specify exactly what he or she wants. A
brand name also allows the brand owner to develop consumer loyalty, add value to his
products, and capture investment in the brands by building brand values (Murphy 24).
Appendix A is a list of the world's most valuable brand names.
Value
The definition of value is crucial in determining what a trademark is worth. Value
is defined as the "certain and expected future cash flow (or earnings) to be derived ITom
the use or sale of the asset" (Napier and Power 88). Value provides insights into a
brand's quality and potential. Value is also derived ITomthe extremely large costs
necessary to develop or purchase trademarks.
WHY TRADEMARKS POSE A PROBLEM
The nature and treatment of intangible assets are among the most difficult and
controversial subjects in accounting (Yang 3). Some accountants believe that an
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intangible asset's major characteristic is the high degree of uncertainty concerning the
future benefits that are to be received ITomits emploYment (Kieso 589). For example,
many intangibles (1) have value only to a given enterprise, (2) have indeterminate lives,
and (3) are subject to large fluctuations in value because their benefits are based on a
competitive advantage. Kieso states that the determination and timing of future benefits
are extremely difficult and pose serious valuation problems.
A fundamental problem concerning valuation of intangibles is the question about
the purpose of a balance sheet. Is it a statement of cost or a statement of market values?
The balance sheet, according to accounting purists, is supposed to present the summation
of past trades and transactions ITomthe formation of the company down to the present
time (Foster 94). The balance sheet also presents the financial position of a company and
many of the values and balances on the balance sheet are, and should be, historical cost
numbers. Balance sheets do not purport to be a statement of value, although some
accountants believe that the balance sheet should present a statement of value of the
company at that time.
This problem arises when trademarks or other intangibles increase in value ITom
the initial historical cost and this increase might materially change the financial position of
the company. According to the historical cost theory used for the balance sheet,
increasing the recorded amounts of trademarks for changes in value should not happen.
This practice contradicts the valuing of other accounts found on the balance sheet. For
example, the Accounts Receivable and Inventory accounts are valued and are adjusted to
present the changes in market value of these accounts on a year-end basis without
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problems. It seems that with these accounts, as well as other valuation accounts, that
companies can value them using several available methods, just as long as the method used
represents a true and fair value and that the values can be justified and adequately
disclosed (Tonkin and Robertson 28). The result has been that the balance sheet is
becoming a mess with assets all being valued at different times and with different methods.
The most difficult problem is that there is not a general agreement on a certain
trademark valuation method. Napier and Power (90) concluded:
At present, there is no general agreement on valuation methods. Nor can
existing methods be regarded as either totally theoretically valid nor
empirically verifiable. Major stumbling blocks include the question of
separability and the definition of exactly what is being valued, and the
estimation and valuation of future profitability. Both problems are
exacerbated by the lack of clarity over the premise of value. All valuation
methods, including those using an earnings multiple, rely heavily on implicit
or explicit forecasts of future profitability. Furthermore, subjective
judgment is inevitably required at every stage of the brand valuation
process. For all these reasons, it is inherent in the nature of brand
valuations that they are likely to fail the accountant's test of 'reasonable
certainty' To incorporate only brand valuation based on inherently
hazardous methodology is not a basis for considered reform.
All of the available valuation methods involve subjective judgment, an estimate, or
an educated guess. This might be hard for an accountant to comprehend because
accountants generally prefer precision and exactness, not a mere guess. Valuing
trademarks is "apt to demand superlative judgment plus prophetic gifts that none of us can
feel sure of possessing" (Baxter 135). Also, brand valuations are necessarily partly
subjective so are likely to fail the accountants test of 'reasonable certainty' (Murphy 28).
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is often criticized because alternative methods of accounting for costs are acceptable.
Many methods are being accepted because many times they are sufficiently reliable,
capable of substantiation, and consistent over time for financial reporting purposes (Napier
and Power 89). A second problem is that cost is not a satisfactory measure to statement
users. Many users want and would prefer value.
CURRENT PRACTICE
Reporting at Cost
Most often, trademarks are recorded at cost. Cost includes all costs of acquisition
and expenditures necessary to make the trademark ready for its intended use. Examples of
these types of cost include purchase price, legal fees, and other incidental costs. If a
trademark is developed internally, the cost and value of the trademark includes the total
cost of marketing, advertising, and research and development costs devoted to the
trademark. Coca-Cola Co., Compaq Computer Corp., and Candie's Inc. record their
trademarks at cost on their balance sheet (see Appendix B). All three of the
aforementioned companies state in their annual report financial statement footnotes that
their accounting policy for intangible assets (including trademarks) "are stated on the basis
of cost."
Establishing the value
A problem with reporting trademarks at cost is that it does not give users a true
value of the trademark. This method strays ITomthe definition of value stated earlier in
this paper. A second problem with this method is that it ignores the current financial
position of the trademark (Murphy 26). But, how can one put a value on something that
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does not even follow the definition of value? One method to establish the value is to
consider the certain and expected future cash flow. In fact, this is the most accepted
definition of value.
A second method of valuing a trademark is using independent appraisal firms. The
most popular and well.known is the Interbrand Group of London. Interbrand Group
..

establishes a brand's profitability and then analyzes its strengths and weaknesses according
to seven factors (Murphy 27):
1. Leadership: A brand which leads its market sector is a more stable and valuable
property that a brand lower down the order:
2. Stability: Long established brands which command consumer loyalty are valuable.
3. Market: Brands in markets such as food and drinks are intrinsically more valuable
than brands in, for example high tech or clothing areas as these latter markets are more
vulnerable to technological or fashion changes.
4. Trend: The overall long term trend of the brand is an important measure of its ability
to remain contemporary and relevant to consumers.
5. Support: Those brand names which have received consistent investment and focused
support must be regarded as more valuable than those which have not.
6. Protection: A registered trademark is a statutory monopoly in a name. The strength
of the brand's protection is critical in assessing its worth.
7. International Presence: A trademark that is known worldwide is certainly more
valuable than a trademark known only nationally or regionally.
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Interbrand scores each of these factors according to different weightings and the
total is known as the brand strength score. Interbrand then develops a multiple it applies
to the brand's profit to determine the brand's asset value (Eisenhart 36). This
methodology is accurate because it (1) considers a brand's marketing, financial, and legal
aspects, (2) follows standard accounting practices, (3) allows for regular re-evaluation,
and (4) works with both internally developed and acquired brands.
Many companies are moving towards having Interbrand or other independent
appraisal firms value their trademarks because then an "expert" in the field would be the
one giving the valuation. This method is subjective in that these companies are setting
different weights for each factor and different experts might weigh each factor differently
to conclude with a different value. PepsiCo uses an independent firm to appraise and
value their trademarks (See Appendix B). PepsiCo's accounting policy for intangible
assets, as found in their financial statement footnotes, states that the amounts assigned to
such identifiable assets from a purchase were "based on independent appraisals or internal
estimates. "
A third method used by many companies is to value their trademark by the present
value of future cash flows that the trademark will generate for the company. The
company uses a rational and systematic approach to determine approximately how much
money the trademark will generate for the company in future years and discounts that
amount back to the present year. This method is used by Berlitz International Inc.,
Bicoastal Corp., and Campbell's Soup Co. (See Appendix B). All three of these
companies state in their respective annual reports that their accounting policy for assigning
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values to intangible assets is determined by periodically reviewing the current and
estimated future revenues and cash flows and then assigning a value.
A problem with this method is that accountants will have to know the source of
cash flows in detail and they will also have to know how likely it is that these cash flows
will continue and at what rate. The determination of reliable cash flows, future growth
patterns, and a appropriate discount rate is subjective and difficult to determine.
A fourth method is a valuation method referred to as "premium PE" (Napier and
Power 88). This method assumes that a business with a well established brand name will
be valued at a premium over a business without such assets, and values the brand name by
attributing the incremental PE ratio to an estimate of maintainable earnings. This method
is not used very much in practice because of a high amount of subjectivity, but it does
exist.
A fifth method used to value trademarks is to base it on the market value. The
market value is what a reasonably prudent person or company would pay for the
trademark. A major problem with this method is that the market value of a trademark
could fluctuate widely between potential buyers depending on the intended use and
purpose of the trademark by the interested party.
RECOMMENDA TION
The balance sheet should separate tangibles from intangibles in a style that will
alert readers to the more arbitrary nature of the values of the intangibles. Furthermore, if
the amount of a particular intangible asset is significant, that intangible asset should have
its own separate line and dollar amount on the balance sheet.

10

The balance sheet should also maintain the distinction between internally generated
trademarks and trademarks acquired from other companies. Companies should continue
to apply the historical cost doctrine to the balance sheet and record the trademark at cost.
The cost of internally generated trademarks should include any expense used to develop
the trademark and any expense used to get the trademark ready for use. Examples of
these expenses include legal fees, research and development costs, and marketing costs.
Companies that acquire trademarks from other companies should report the cost of the
trademark at the fair market value of the trademark, or how much the acquiring company
paid for it. There should be increased disclosures of values that can be found in the
financial statement footnotes of the annual report. Companies should adopt one method
of developing values and should apply it in a systematic, vigorous manner. Companies
should also disclose methods used to establish the value of the trademark.
CONCLUSION
Trademarks are an essential part of the value of many companies. It is likely that
trademarks will become even more important in the future. The accounting problems are
caused by the nature of trademarks and by the absence of accounting guidance. This
paper has provided insight into these problems. Following these recommendations should
allow accountants to provide information about trademarks in a clearer, more useful
manner.
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APPENDIX
Appendix A: The world's most valuable brands
Appendix B: Footnote disclosures from selected annual reports
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APPENDIX A

The World's Most Valuable Brands
Rank
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Brand
Coca-Cola
Marlboro
IBM
Motorola
Hewlett-Packard
Microsoft
Kodak
Budweiser
Kellogg's
Nescafe
Intel
Gillette
Pepsi
GE
Levi's
Frito-Lay
Compaq
Bacardi
Campbell's
Pampers
Nintendo
Nike
Kraft
Goodyear
Winston

Industry
Soft Drinks
Tobacco
High Tech
High Tech
High Tech
High Tech
High Tech
Beers
Prepared Food
Coffee
High Tech
Toiletries
Soft Drinks
Equipment
Apparel & Accesso.
Prepared Food
High Tech
Spirits
Prepared Food
Personal Care- Misc
Toys and Games
Apparel & Accesso.
Prepared Food
Tires
Tobacco

Table 1 (Badenhausen 54)
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Value ($miD
39,050
38,714
17,147
15,284
13,167
11,740
11,594
11,353
11,003
10,340
9,712
9,672
7,806
7,420
6,922
6,919
6,895
6,535
5,961
5,919
5,787
5,474
5,427
4,660
4,627

APPENDIX B
The following infonnation was taken fTomthe individual annual reports of each company
found on the CD Disclosure software.

14

User

Defined

Format

SCRIPTION OF BUSINESS: MANUFACTURES,
MARKETS AND DISTRIBUTES
SOFT DRINK
ENTRATES, SYRUPS AND SOFT DRINK PRODUCTS, SUCH AS COCA-COLA AND SPRITE;
FACTURES,
PRODUCES, MARKETS AND DISTRIBUTES
JUICE AND JUICE DRINK PRODUCTS
AS READY-TO-SERVE
AND FROZEN CONCENTRATED
CITRUS AND VARIETY JUICES;
AND
IDES PROMOTIONAL,
MARKETING AND CONSULTING
SERVICES FOR ITS BOTTLERS AND
AIN CUSTOMERS.
NANCIAL FOOTNOTES:
Goodwill and Other

Intangible

Assets

Goodwill and other intangible assets are stated on the basis of cost and
amortized, principally
on a straight-line
basis, over the estimated future
'ods to be benefited
(not exceeding 40 years). Accumulated
amortization
was
oximately $77 million and $50 million at December 31, 1994 and 1993,
ectively.
cember

31,

ferred tax assets:
nefit plans
'abilities and reserves
t operating loss
arryforwards
her
oss deferred tax assets
luation allowance
ferred tax liabilities:
operty, plant and
quipment
ity investments
tangible assets
her

1994

1993

$324
169

$298
177

108
128
729
(46)
$683

141
120
736
(75)
$661

$362
$342
188
180
34
52
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of reacquired
franchise rights
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chised bottling and restaurant
operations
and trademarks principally
relate
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snack food and beverage trademarks.
Amounts
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intangibles were based on independent
appraisals
nternal estimates.
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intangible
assets
ared to their carrying amounts. If recoverability
of an intangible asset is
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the carrying amount is reduced by the amount
ceeds the forecasted operating profits and any disposal value. For the
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stments to the carrying amounts of the intangible
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Standards No. 109
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mandatory prepayments
of the Senior Notes resulting from
et sales are required.
The Company and Fukutake participated
in certain other joint business
angements in the ordinary course of business, as follows: i) Pursuant to a
e 1, 1993 sublease agreement,
the Company subleased space during 1994 in
take's New York offices at an annual base rent of $79 plus operating
nses. The sublease expired in January 1995. ii) During 1994, Berlitz Japan
ided lessons to Fukutake under an extended industrial block contract,
ered into in 1993 for a prepayment
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charge and provided Fukutake with an industrial
on rate which is approximately
20% below the individual rate. iii) In 1994,
Company and Fukutake entered into a services agreement whereby Fukutake
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language and homestay programs arranged and operated

he Company's specialty instruction program, Berlitz Study Abroad
(

emark). During 1994, Fukutake also periodically
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uage study and homestay programs arranged and operated by L.I.F.E.
istered Trademark),
another of the Company's specialty instruction

.
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FINANCIAL FOOTNOTES:
The reorganization value of the Company's assets was determined in
sideration of several factors including various valuation methods and
agement's estimation of future proceeds of royalties due for the use of the
ger trademark and other litigation.
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sis over periods not exceeding 40 years.
15. Intangible

Assets
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